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MCI Telecommunications Corporation (MCI) hereby opposes The Ameritech

Operating Companies' (Ameritech's) Petition for RUlemaking. The Commission's

existing rules do not allow the cost of Plant Under Construction - Long Term (PUC-L1)

to be included in the rate base because these costs do not benefit current

ratepayers.1 However, an Allowance for Funds Used During Construction (AFUDC)

representing the "[r]easonable amounts of interest during the construction periodll2 is

added to the amount that will be transferred to Total Plant in Service (TPIS), and thus

,---,,' included in the ratebase, when the project is completed. The Commission's well

established and reconfirmed policy is for AFUDC to be computed using the

~ 47 C.F.R. SectIon 32.2OO4.-ld SectIon 86.820. PUC-LT Is defined as long term
construction projects designed to be completed In more than one year. 47 C.F.R. section 32.2004.

2 47 C.F.R. Section 32.2000(c) (2) (x) (A).
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"compound prime rate of interest."3

Ameritech requests the Commission modify its existing rule to replace the

"compound prime rate of interest" with I~he Commission's most recently authorized or

prescribed rate of return" as the interest rate to be used for accruing AFUDC.4

Ameritech also proposes that AFUDC amounts be included in the current rate base as

if such capitalized interest were part of TPIS.5 MCI will demonstrate below that

Ameritech's proposed rules would undermine the Commission's well reasoned polley

basis for its current rules, and that Ameritech has completely misinterpreted the

governing legal standard and prior Commission decisions. Thus, the 'lfacts" and

assertions presented by Ameritech are irrelevant, and it has failed to "disclose

sufficient reasons in support of the action requested," as required in the Commission's

rules. 6 MCI therefore respectfully requests that the Commission deny Ameritech's

Petition.

3 _ AT&T. Charges for Interstate S8rYIces, 64 F.C.C.2d 1 (1977), recon., 67 F.C.C.2d 1429
(1978), and Amendment of Part 85 of the CommissIon's RuIeI to Prescribe,Components of the Rate
Base and Net Income of Dominant Carriers, 3 FCC Red 289,273 para. 32 (1987), recon., 4 FCC Red
1697, 1703 para. 56.

4 Amerltech Petition, p. 5. Amerttech also proposes In a footnote that an alternative would be to
include PUC-LT in the rate base. However, Ameritech has not included this recommendation in the
text of the proposed rule included in its Petition. §!t. Ameritech Petition pp. 5-6.

II

•
kb p.6.

47 C.F.R. Section 1.407.
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I. AMERITECH'S PROPOSED RULE WOULD CONfUCT WITH COMMISSION
POUCY, FORCING CURRENT RATEPAYERS TO BEAR THE COST OF
FUTURE CONSTRUCTION

Ameritech proposes that AFUDC, which is clearly a cost of Mure construction,

be included in the current ratebase. 7 However, the Commission's long established

rules appropriately recognize the inequities of requiring current ratepayers to bear the

cost of Mure construction.

In Docket No. 19129 (Phase IO,8the Commission carefully considered the

"'-..J' issue and concluded that long-term construction projects were not useful to current

ratepayers, and therefore II... investors are' not necessarily entitled to receive from the

ratepayers the rate of return prescribed for it until the plant is placed into service.,,9

7 Amerltech Petition at para. 8. AIhough AmerIech has not directly proposed a rule that would
include PUC-LT In the ratebase, Amerltech also suggeIted In a footnote that In the altemative PUC-LT
be included In the rate. §.B, Ameritech Petition at n. 11 and Attachment A.

• AT&T - Charges for Interstate Services, 64 F.C.C.2d 1 (1977), recon., 67 F.C.C.2d 1429 (1978).
(Docket No. 19129).

I ]g. at p. 60. The CommIssion also noted: We find It l.IrlI"88SOI18 and clearly not In the public
Interest for AT&T or this ComrnIs8ion to burden current raIep8yW'8 wtth a project (e.g. construction of
a new coaxial cable) that wII not be placed Into service for 5 to 8 years. While most AT&T
construction projects are completed within one year, many d the Jonger term projects involve large
capital Investments and thus can have a slgnlfic8'1t rate-b88e Impact. We believe it Is reasonable to
separate such large, costly, Jonger-term projects from the smaller, less costly, short-tenn projects. To
this extent, we find it both feasible and necessary to distinguish between current and future
ratepayers.· Id. at p. 59.
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The Commission's decision was specifically upheld by the court.10

Basically, Ameritech now suggests that it receive from current ratepayers, the

prescribed rate of return on the capitalized return which will eventually be recovered

from future ratepayers. Ameritech has advanced no rational justification for such a

modification, which is a radical departure from the Commission's established policy.

MCI respectfully requests that the Commission deny Ameritech's Petition to consider a

rule that is so obviously in conflict with the Commission's goals.

I\---..J

10 §!I, IIHnois Bell Telep.'1one v. F.C.C. 911 F.2d 778 (D.C. Cir 1990) QIUnoIs Bell) at p. 781.
Amerltech has not directly propoeed to change this prior dig. but does Include an Attachment to Its
Petition thai would aIIegedI'f demor_ale that fIIepay..wtI PIrf higher rates as a result of
capftallzlng AFUDC rather than including PUC-LT In the r.lb... It Is odd that AmerItech should be
so Interested In the fIIepayers wer.e concerning exdIlding the PUC-lT from the ratebase, when
Amerltech's Petition proposes a rule that wiI result In hIgtw...... AIhough the exclusion of PUC-LT
from the fIIebase Is well established and AmerltBCh has not properly placed the Issue up for
consideration In Its Petition, Mel Is compelled to point out for the record that these examples contain
calculation errors. Additi0naily, the parameters chosen by Amerltech are self-serving and the analysis
fails to consider the time value of money.

'''-.-/ Ameritech has made a significant clerical error In~ the revenue requirement in Year
1 for the option of excluding the PUC-LT for the rateba8e .00 including AFUDC. For Year 1, PUC-LT
should have been excluded from the ratebase for the tinIt IlIIIf of the year when calculating revenue
requirement. If AmeritBCh had appropriately performed the calculations, the base rate differential
would have been reduced by CNer $160,000 In 88Ch 8XM1pI8 pr..entad.

Additionally, Amertech has manipulated the r8V81U8 requirements under the two alternatives
by its selection of parameters. TIle revenue requirement cIIferentJaI for the two alternatives outlined by
Amerltech depends upon a combk1ation of factors. TIle AFUDC file, the LEC's cost of capital (the
cost of capital for equity and debt.-let the debt/equity ratio), the length of the depreciation schedUle,
and the length of time that the plant Is under constnJction .. __ into the equation. Ameritech has
simply chosen parameters that alegedly support Its results. For example, If Ameritech had used an
eight percent prime rate for accruklg AFUDC, or a 5 year~ life, excluding PUC-LT would
have resulted In a lower revenue requirement for excluding PUC-LT.

Finally, AmeritBCh's examples treat aIf cash 0UlfI0wa • If 1hey were of equal value to
ratepayers rather than dIscolning them to present value to account for the time value of money.
Adjusting for the error that AmerItech made In~ nMN1U8 requirement, and discounting to
present value using even a modest interest rate of 8 pII"C*lt would result in a cost benefit to
Ameritech's ratepayers when PUC-lT Is excluded from the ratebase.
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II. AMERITECH'S PROPOSAL TO CHANGE THE COMMISSION'S
DETERMINATION OF REASONABLE INTEFIEST ON LONG-TERM
CONSTRUcnON IS UNNECESSARY AND IN CONFUCT WITH THE
COMMISSION'S POUCIES

The Commission's rules currently provide for the recovery of "reasonable

amounts of interest during the construction period' for PUC-LT. The Commission has

interpreted this rule to require carriers to use the prime rate as the measure of

"reasonable amounts." Ameritech asserts that "[s]etting the AFUDC rate at the prime

rate is inconsistent with how telephone companies fund construction projects, the
,

\...-/ governing legal standard, and the Commission's policy of encouraging carriers to

reinvest their earnings in their regulated businesses."ll However, as MCI will

demonstrate, Ameritech has grossly misinterpreted the court and Commission

decisions on the reasonable amount of interest that would be allowable, and has, as a

result, proposed a completely unreasonable rule that would substitute the carrier's

"authorized or prescribed rate of return" for "reasonable amounts of interest."

When the Commission decided to defer including long-term construction in the

ratebase in Docket 19129, the question arose as to how the investors would receive

reasonable compensation for their investments. The Commission found that AT&T

had the ability to obtain short-term funding at the prime rate, and it recognized that

the most reasonable and equitable solution would be to require interest during

construction (IDC) to be computed and compounded using that same rate.

11 Amerltech Petition at p. 6.
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The Commission stated:

The Bell System is presently ctlarged the prime rate by
financial Institutions for its short-term debt and promissory
notes. Such short-term funding preeenIIy constitutes a very
minor portion of its total capital obligations (less than 3%)
but a significant portion of its construction budget (more
than 23%). We are confident AT&T could, If It so desired,
fund an even greater share of its construction program with
short-term debt (at prime rate) with no adverse
consequences to its overall financial stablity or cost of
capital. Consequently, we find that It is unreasonable to
burden future ratepayers with Interest charges associated
with Plant Under Construction that exceed the prime
rate.12

In other words, the Commission was confident that the use of short-term

funding, coupled with proper management of construction projects to assure their

timely placement in service, enured to the benefit of the ratepayer and the investor. In

choosing the prime rate, the Commission did not base its decision upon, nor was It

required to consider, the actual funding used by AT&T.13

In fact, the Commission expressly noted in Its decision that AT&rs actual short-

term debt was only 23 percent of AT&rs construction budget. The Commission

nevertheless determined that AT&T should use the prime rate because short-term

debt funding was readily available to AT&T. Thus, all of Amerltech's analysis of the

12 Docket No. 19129 at p. 56.

13 ArnerItech similarly Incorrectly Interprebl the court'. rerMnd In CommunIcatIons satellite Corp.
v. FCC, 611 F. 2d 883, 89S-97 (D.C. CIf'. 1977) (ComIIt). The ComnisaIon had b8sed lis decision to
use the prime rate for IDC for Com88l on the tact thIIt eon- could float Its own debt at a rate lower
than or equal to the prime rate. The court remanded the IIIue to the ComnisaIon becat188, In fact,
Comsat did not have the~ to obtain a rate k7Ner than the prime rate. The actual funding sources
that Comsat used were irrelevant to the decision. In tact the ComnisaIon expressly stated In the
original Comsat decision that It had the perogatIve to Impute a reasonable capital structure. 56 FCC
2d 1160 (1975).
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actual source of funding is irrelevant to the determination of a reasonable interest

rate.14

Ameritech grossly misrepresents the legal standard governing the

Commission's determination of a "reasonable" rate. Rather than relying upon the

binding legal precedent and Commission decisions discussed above, Ameritech uses

statements out of context to attempt to limit the Commission's discretion in

determining the allowable AFUDC rate. For example, Ameritech quotes the

Commission's statements about the purpose of AFUDC in a brief where a decision on

the reasonable interest rate was not even before the court,15 but ignores the

Commission's direct statements in its original rate base decision establishing the

AFUDC. Ameritech has essentially proposed its own definition of the "full cost" of

capital, and then tries to attribute that definition to the Commission.16 Yet the

Commission has repeatedly required "reasonable interest' as the appropriate

benchmark rather than some arbitrary, possibly more expensive, LEC determination of

the appropriate funding. Ameritech's recommended rule is arbitrary. The prescribed

rate of return would continue to compensate the LECs for a mix of capital that bears

no relationship to the actual funding of long-term construction, and would also unduly

compensate LECs for inappropriate funding.

14 Amerltech does not lItempt to show In Its pedtion tIW It cannot, or even that It has not
obtained short-term debt at the prime rate. Even I Arnet1tech could make such a showing, the waiver
process would be more appropriate than a rulemaklng proceeding.

15 Amerltech Petition at p. 9. In illinois Bell, the COlM't properly refused to consider the merits d
the Commission's decision on the rate to be lB8d for AFUDC because the Issue was not properly
raised. See, IUinois Beil at pp. 782-783.

11 Ameritech Petition at p. 9.
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In a final attempt to establish some reason for the Commission to change its

time-honored policies, Amerltech asserts that a change In the rules will somehow

encourage investment in the infamous "infrastructure." However, Amerltech does not

indicate that It has had difficulty in attracting investors or funding long-term

construction under the current rules. To the contrary, Amerltech's PUC-LT exceeded

$2 billion over the last few years.17 In reaching a decision on the use of the prime

rate, the Commission reaffirmed its goals by stating:

...public interest considerations require that we provide
such incentives as are necessary to insure efficient, low
cost communications services....AIIowing IDC to accrue at a
compounded prime rate provides adequate compensation
to investors and encourages AT&T to complete
construction as expeditiously as reasonably possible.1S

When interest rates are low, including a higher return on long-term construction

may actually discourage timely completion of projects by allowing uneconomic

investment in PUC-LT as an alternative to TPIS to the detriment of the infrastructure.

On the other hand, retaining the short-term interest rate (prime interest rate) for PUC

LT will further the Commission's goal of encouraging timely completion of construction

projects and will appropriately compensate the LECs for the investment in long-term

construction projects.

17 Ameritech Petition at p. 6.

11 Docket No. 19129 at 60.
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III. CONCLUSION

The Commission's goals and its obligation to the public have not changed.

Ameritech has not shown any justification why the Commission's rationale for using

the prime rate in Docket 19129 is flawed, nor should it presently be under question.

Ameritech has not shown that it needs any refief in reducing its financing costs, or that

Ameritech has been unable to finance new equipment at the prime rate. Thus,

Ameritech has demonstrated no compelling reasons for the Commission to consider

changing the existing rules, and MCI respectfully requests the Commission to deny

Ameritech's Petition for RUlemaking.

Respectfully submitted,

MCI TELECOMMUNICATIONS CORPORATION

e~r~/-
Carol Schultz, E;q.-/
Federal Regulatory Policy
1133 19th Street tIN
Washington DC 20036
(202) 887 - 3101

Dated: March 21, 1991
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